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Business and consumer survey results 
In this number: 
capacity utilization 
and consumer climate 
THE MAIN POINTS IN BRIEF 
• Capacity utilization remains at rela­tively high level in January 1986 
(82.3% compared with 82.2% in Oc­
tober 1985). 
• Export expectations decline. 
• No improvement in industrial re­
cruiting plans compared with au­
tumn 1985. 
• A further rise in the European lead­
ing indicator. A comparison with 
leading indicators for the United 
States and Japan points to Europe 
as a new economic growth centre. 
• However, the shift from an export­
led economic upturn to one based 
more on domestic demand may 
bring some temporary faltering. 
Pointers to this are increased stock­
building and less expansionary pro­
duction plans. 
• A significant improvement in the 
consumer climate in Europe. 
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G R A P H 2 : Capacity utilization and selling price expectat ions in 
industry 
Degree of capacity Price expectat ions^ ) 
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(") Mainly due to metal workers' strike in Germany. 
(') Degree of capacity utilization in manufacturing industry in %; January, April. July and 
October. 
(') Price expectations for the next months; balances; quarterly results of monthly data; in 
January 1986 monthly data only. 
(3) Seasonally adjusted. 
Sources: European Community business surveys. 
Capacity utilization edging up again. - - A t the beginning of 
1986 the level of capacity utilization in European industry was 
somewhat higher than that recorded in the previous survey 
last autumn (82.3% compared with 82.2% in October 1985). 
However, the slight fall in the degree of capacity noted in the 
second half of 1985 has not yet been fully made up at Com­
munity level. This is due primarily to the weaker production 
trend in the United Kingdom, where plant capacity utilization 
has most recently been running some two percentage points 
below the rate in mid-1985. In most other member countries 
(Belgium, Federal Republic of Germany, France, Ireland and 
Luxembourg), on the other hand, capacity utilization at the 
beginning of 1986 reached a new high point in the present 
economic upswing. In Italy, the level was back to that recorded 
in mid-1985; however, there is still widespread spare capacity in 
Italy (in 41% of Italian industrial firms; see Table 3). In the 
Netherlands, the average level of capacity utilization in industry 
of nearly 84% seems to be a plateau that is difficult to exceed. 
With the exception of the steel industry and the shipyards, firms 
in almost all other branches of Dutch industry are working at 
or only just below maximum capacity. No surplus capacity is 
expected on average in Dutch industry over the next 12 months 
(balance + 2). In Denmark and Luxembourg too, firms see no 
problems in keeping plant capacity fully utilized; in Luxem­
bourg, firms expecting capacity bottlenecks over the next few 
months are actually in a slight majority (balance —4). 
A breakdown by industry group shows that, since last autumn, 
the level of capacity utilization has risen especially in the inter­
mediate goods sector (particularly metal production and min­
eral-oil refining) and in the consumer goods sector (particularly 
the timber and furniture industries). In most capital goods 
branches the level of capacity utilization, while still high, has 
declined somewhat in recent months (see Table 1). 
Thanks to stable or actually falling import prices (in national 
currency), costs in almost all member countries are under even 
better control than a year ago. The rise in capacity utilization 
rates is accompanied by a continuing downward trend in price 
expectations in industry (see Graph 2). This distinguishes the 
present economic upturn from most of its predecessors. In most 
member countries there is therefore no necessity to adopt a 
restrictive monetary policy to counteract inflationary pressures. 
Interest rates will therefore continue to fall in both nominal and 
real terms. All in all, the Community has a better prospect of a 
long-lasting upturn than for many years. In the early months 
T A B L E 1: Deg ree of capac i ty ut i l iza t ion and expec ted capac i ty 
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Export volume expectations in manufacturing industry: (a)(s .a . ) 
Balances: i.e., differences between the percentages ol 
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of 1986, however, a temporary slowdown may be experienced 
owing to the changed pattern of foreign trade (fewer exports in 
the United States and OPEC countries, increased trade within 
the Community) and the possible delay in consumers' and firms' 
reactions to the fall in oil prices and the dollar's depreciation 
and to the resultant improvement in real incomes and the cost 
position. 
Export expectations down. — In almost all member countries, 
industrial firms expect the next three months to see a markedly 
slower growth of exports than hitherto. Industrial firms in the 
Federal Republic of Germany take the view that the volume of 
exports over the next three months will remain at the present 
level. French and Italian industrial firms too see little chance of 
increasing their exports over the months ahead. At Community 
level, by contrast, firms' expectations still point to a small rise 
in export volume (balance + 2 compared with + 8 in October 
and + 10 at the beginning of 1985; see Table 4). The following 
branches seem to have the best export prospects: mechanical 
engineering, office and data­processing machinery, instrument 
engineering, rubber products, plastics processing and paper 
manufacture. 
No change in employment expectations. ­ ­ The improvement 
noted in the last survey in the autumn of 1985 has not continued 
at Community level. The main reasons for this were the less 
favourable employment outlook in the United Kingdom, Italy 
and Ireland. By contrast, the prospects for employment have 
improved in Dutch industry (balance + 16 compared with + 12; 
see Table 5) and in Luxembourg (balance +5 compared with 
­2 ) . In France, job shedding in industry will at least slacken 
somewhat (balance ­ 3 9 as against ­45) . Employment plans in 
the Federal Republic of Germany remain on a slight upward 
trend (balance + 1). Judging by firms' plans in Denmark, where 
the percentage increase in industrial employment was the highest 
recorded in the Community over the past 12 months, there is 
unlikely to be any further progress in the next few months 
(balance —2). 
Order-books still relatively short. — The production period 
covered by orders on hand has shortened slightly in the Com­
munity as a whole (from 3.5 months in October 1985 to 3.3 
months in January 1986). The change in this variable is again 
primarily a reflection of the less favourable situation in the 
United Kingdom. Thanks to the recent fall in the pound's 
exchange rate, however. British industry's export prospects have 
improved again. As a result, order­book levels in the United 
Kingdom could again rise somewhat over the next few months. 
Only industrial firms in Luxembourg reported a marked increase 
in their cushion of orders on hand compared with last autumn 
(2.7 months' production as against 1.9 previously). 
Compared with the cyclical peak in 1979, the order cushion in 
almost all member countries is currently much thinner. This 
goes a long way towards explaining the more cautious recruit­
ment policy adopted by industrial firms this time. 
The chief reason for the somewhat less favourable order­book 
situation compared with that in October 1985 would seem to be 
that the changeover from export­led expansion in most member 
countries in the period 1983­85 to a much more domestic­
demand­orientated upturn is taking some time. For experience 
has shown that, when the real incomes of private households 
and the consumer climate improve appreciably, as they are 
doing now in most member countries, that does not lead immedi­
ately to substantially higher consumer expenditure. There is 
usually a temporary increase in the savings ratio before a change 
in consumer behaviour is reflected in increased purchases, chief­
ly of consumer durables. Pointers to such short­term adjustment 
difficulties are not only the somewhat less favourable volume 
of orders on hand but also the slight build­up in stocks in 
industry and in the retail trade in almost all member countries. 
Firms' production plans for the months ahead are accordingly 
less expansionary than hitherto (balance +5 compared with 
+ 10 in December; see Table 8). However, the possible deceler­
ation in growth in the early months of 1986 should give way in 
the second quarter to a clearer upward trend. 
The leading indicator shows a further rise. — Despite the slight 
slowdown in the underlying trend in industry, the composite 
indicator has shown a further rise at Community level (from 
GRAPH 3 : Leading indicators for the European Community, 
the USA and Japan 
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Sources: Commission of the European Communities, US Department Economic Planning 
Agency of the Japanese Government. 
Arabic number indicates latest month for which data are available (Ί Γ November). 
102.5 to 102.8; 1980= 100; see Table 7). This is due primarilv 
to the more favourable consumer climate ( - 8 compared with 
-10). the slight recovery in the construction industry (confi­
dence indicator: - 2 7 compared with -30) and the continued 
rise in share prices. There was an above-average improvement 
in the leading indicator in the Federal Republic of Germanv 
(from 104.1 to 105.0; 1980=100), in the Netherlands (from 
108.8 to 109.7; 1980= 100), in Italy (from 101.8 to 102.9; 1980 = 
100) and in Belgium (from 102.8 to 103.3; 1980=100). In all 
four cases, the strongest contribution came from the more 
favourable consumer climate. There is therefore every likelihood 
that private consumption and private investment will provide a 
boost to the economy — a boost, which, once the changeover 
phase is completed, will more than compensate for weaker 
exports. 
The composite indicator remained unchanged in France (98.8; 
1980=100) and showed a significant fall only in the United 
Kingdom (from 103.0 to 102.7; 1980= 100). 
Evidence that Europe might develop into a new economic 
growth centre in 1986 is provided by the leading cyclical indi­
cators for the Community, the United States and Japan, plotted 
in Graph 3. To improve comparability between the composite 
leading indicator for the Community, which shows no trend, 
and the indicators for the United States and Japan, the latter 
had first to be adjusted for trend. It became clear from this that 
the leading indicator in the United States began to turn down 
as early as the spring of 1984. This decline seems to have been 
arrested since mid-1985. In Japan, the leading indicator, like 
that in the United States reached its upper turning point in the 
spring of 1984. Since then, the trend-adjusted curve has been 
pointing downward, with only short interruptions. However, 
there are some indications that the composite leading indicator 
will tend to improve again in the months ahead. The sharp fall 
in the price of oil and the associated improvement in the terms 
of trade will lead, particularly in Japan, to an appreciable 
improvement in the real incomes of private households. Private 
consumption should accordingly pick up sharply, which will 
have a positive impact on investment. The restraining influence 
on economic activity of weaker exports is therefore likely to be 
broadly offset in Japan. In Japan too, of course, the shift in 
main cyclical forces will not take place without a temporary 
deceleration. 
G R A P H 4­9 : Indicators of output and economic sentiment 
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GRAPH 5: France 
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GRAPH 6: Italy 
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GRAPH 7: United Kingdom GRAPH 8: Netherlands GRAPH 9: Belgium 
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T A B L E 8 : Monthly survey of manufacturing industry — M o n t h l y q u e s t i o n s a n d t h e c o m p o s i t e i ndus t r i a l con f idence i n d i c a t o r (a ) 
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TABLE 9: Consumer opinion on economic and financial conditions 
B Consumer Confidence 
Financial situation of households 
over last 12 months 
over next 12 months 
General economic situation 
over last 12 months 
over next 12 months 
Major purchases (at present) 
D Consumer Confidence 
Financial situation of households 
over last 12 months 
over next 12 months 
General economic situation 
over last 12 months 
over next 12 months 
Major purchases (at present) 
I Consumer Confidence 
Financial situation of households 
over last 12 months 
over next 12 months 
General economic situation 
over last 12 months 
over next 12 months 
Major purchases (at present) 
UK Consumer Confidence 
Financial situation of households 
over last 12 months 
over next 12 months 
General economic situation 
over last 12 months 
over next 12 months 
Major purchases (at present) 
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- 1 9 
3 
- 1 9 
- 6 
- 1 4 
- 2 
- 3 7 






- 1 4 
- 8 
- 9 
- 1 1 
- 9 
0 
- 2 3 
- 4 
- 1 6 
- 1 8 
- 2 1 
- 7 
- 5 3 




- 1 0 
- 5 
- 1 5 
- 8 
- 8 
- 1 6 
- 1 1 
- 5 
- 3 1 
- 1 5 
- 1 6 
- 1 3 
- 1 8 
- 6 
- 4 7 
- 1 5 
24 
Apr 
- 2 2 
- 2 8 
- 1 5 
- 4 2 
- 2 6 
2 
- 1 0 
- 8 
- 5 
- 1 5 
- 8 " 
- 1 4 
- 1 2 
- 1 0 
- 1 
- 2 8 
- 7 
- 1 5 
- 1 1 
- 2 0 
- 8 
- 3 3 






- 1 3 
- 7 
- 9 
- 1 4 
- 1 1 
- 2 
- 2 9 
- 1 0 
- 1 9 
- 1 1 
- 1 8 
- 8 
- 3 5 




- 2 1 
- 2 7 
- 1 7 
- 4 4 
- 2 5 
8 
- 1 0 
- 1 0 
- 4 
- 1 7 
- 1 0 
- 8 
- 1 2 
- 1 0 
- 3 
- 2 6 
- 7 
- 14 
- 1 1 
- 1 8 
- 6 
- 4 1 






- 1 2 
- 8 
- 1 0 
- 1 1 
- 8 
- 2 
- 2 4 
- 4 
- 1 6 
- 1 0 
- 1 6 
- 5 
- 3 8 






- 1 1 
- 8 
- 6 
- 1 1 
- 8 
- 2 
- 2 4 
- 4 
- 1 6 
- 1 2 
- 1 9 
- 7 
- 3 8 
















- 1 4 
- 5 
- 3 6 
- 1 6 
24 
Oct. 
- 1 7 
- 1 9 
- 1 0 
- 1 4 
- 2 







- 1 5 
- 1 0 
- 5 
- 3 0 
- 1 6 
- 1 3 
- 7 
- 1 3 
- 2 
- 3 1 
- 1 3 
25 
Nov. 
- 2 0 
- 1 6 
- 1 0 
- 2 5 
- 9 







- 1 2 
- 1 0 
- 3 
- 2 7 
- 9 
- 1 3 
- 7 
- 1 4 
- 4 
- 3 0 
- 1 3 
24 
Dec. 
- 2 1 
- 1 8 
- 7 
- 2 7 
- 1 3 







- 1 6 
- 1 2 
- 4 
- 3 0 
- 1 6 
- 1 8 
- 7 
- 1 2 
- 2 
- 2 7 




- 1 8 
- 1 6 
- 4 
- 2 7 
- 9 










- 2 4 
- 3 
- 1 3 
- 7 
- 1 1 
- 4 
- 3 1 
- 1 6 
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A marked improvement in the consumer climate. — In the present 
phase of the cycle, the movement of private consumption is of 
crucial importance for further economic development. A more 
detailed analysis than usual of trends in consumer behaviour is 
therefore given below for those member countries which carry 
out monthly consumer surveys and in which new findings are 
available for January 1986 (see Table 9). 
Following some wavering in December 1985, consumer confi-
dence in the Federal Republic of Germany increased again in 
January. While this favourable trend is broadly based, it mainly 
reflects the financial situation of private households and their 
readiness to make purchases of consumer durables. There is 
also growing interest in new car purchases, which shows up in 
the more positive expectations of motor vehicle dealers. The 
improvement in the consumer climate is most noticeable among 
middle- and high-income earners. As to the labour market 
situation, consumers do not appear to be wholly convinced, 
despite their relatively favourable assessment of the general 
economic trend, that the number of unemployed will fall quickly. 
Consumer confidence in Italy too showed a broad recovery in 
January. Largely on the basis of their optimistic expectations 
regarding the general economic trend, a majority of Italian 
consumers was looking, for the first time in a very long period, 
for an improvement in their financial situations. This was com-
mon to all income brackets and may well be connected with the 
recent adjustment of tax rates to take account of inflation 
and with the somewhat more favourable expectations regarding 
prices. The optimistic mood of consumers is also reflected in 
their increased readiness to purchase household appliances and 
cars. 
In the United Kingdom, the consumer confidence indicator again 
showed no change in January, remaining at the level recorded 
since October 1985 ( — 7). This situation conceals various oppos-
ing trends. The main reason for the less favourable assessment 
of the general economic trend was probably the fact that unem-
ployment again rose appreciably in recent months. In addition, 
the sharp fall in oil prices is likely to have caused uncertainty 
among many consumers in the United Kingdom. Finally, fuller 
disclosure of the difficulties within the Government has prob-
ably made consumers more pessimistic concerning the future 
economic trend, particularly with regard to the labour market. 
Expectations regarding personal financial situations were clearly 
also harmed by this. Nevertheless, all income groups showed 
greater readiness to purchase consumer durables, this being 
probably linked primarily to special cut-price offers. 
Consumer confidence in Belgium strengthened significantly in 
January. Appreciable improvements are expected in both the 
general economic situation and in personal financial circum-
stances during the months ahead. The propensity to save has 
also increased again somewhat despite the rise in planned pur-
chases, probably because consumers had more cash available in 
January (payment of the annual bonus at the beginning of the 
month). 
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Prices (excluding VAT) in Luxembourg 
ECU BFR IRL UKL USD 
'European Economy' (4 issues per year) 
Supplements 
Scries A — 'Economic trends' 
(I 1 issues per year) 
Series B — "Business und consumer survey results" 
(I 1 issues per year) 
Complete scries of supplements 
Combined subscription — 'European Economy' and supplements 
36.76 1650 26.50 21.75 30 
12.26 550 8.75 7.25 11 
16.71 750 12 10 14 
27.85 I 250 20 16.50 23 
49.01 2 200 35 29 40 
The annual subscription runs from 1 January to 31 
December of each year. 
Payments to be made only to the agents in the 
countries listed on page 3 of the cover of European 
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These are surface mail rates; for air subscription 
rates please apply to the agents 
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